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The first mobile credit service in Tanzania was launched in May 2014 through a partnership between a financial institution and a mobile network operator (MNO). Within the same year, a second operator joined this new market, also through a similar partnership. Both operators had country-wide network coverage and had mature mobile money ecosystems, supported by country-wide mobile money agent networks. The environment was therefore set for mobile credit services to thrive.  Over 2 years since the first two launches, the mobile credit uptake is still quite low. Average loan amount is still around US$16 despite the maximum loan amount being over US$200. The present study set out to understand why the loan uptake is still so low, by directly interviewing a randomly selected sample of informally employed people in the largest district in Tanzania (by population). The study discovered that cost (interest) is the most important consideration, and that the (formal) mobile credit service is competing against informal lending from family and friends. This study also discovered that awareness and understanding of the available mobile credit services is quite low (fewer than 20% of the interviewed people know how to use these services). These findings indicate that operators need to rethink their business and marketing strategies in order to deliver services that address the people’s needs.
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1.1 Background to the Research Problem
Mobile credit service is a relatively new entry in the financial services sector. Introduced in 2012 in Kenya by a partnership between a mobile network operator (SafariCom) and a commercial bank (Commercial Bank of Africa - CBA), it is still in its infancy (GSMA, 2015) (​http:​/​​/​​) Mobile credit service rides on another mobile phone -based service that is already widely used especially in Sub-Saharan Africa – mobile money. Its introduction to the already thriving mobile money industry and a population that is widely connected digitally through mobile phones gives it the potential to “boost and motivate entrepreneurial spirit” (Pinda, 2014).  World-wide, there are over 270 live mobile money services, in over 90 countries, with a total of over 411 million accounts by 2015 (GSMA, 2015).

Mobile credit service is part of what is considered to be the next generation of microfinance. Other financial services that are available through mobile money are savings and insurance (GSMA, 2015).  Microfinance Barometer predicted that “the inclusive finance sector will continue to expand beyond traditional banks and microfinance institutions. There will be new partnerships between a more diverse set of actors – including mobile network operators and organized retailers – offering a wider range of financial products and services at a lower cost to more people. We are already seeing ‘new champions’ of financial inclusion emerging, who often use technology to expand financial services to the poor” (Ehrbeck, 2014). Microfinance Barometer also predicts that “Credit products from banks and financial institutions will be mass marketed using the branchless banking networks. Technology, especially mobile, will be a major driver towards the expansion of services and client comfort” (Srinivasan, 2014).
	
Mobile credit services are an important part of the global drive towards financial inclusion.  This drive seeks to extend access to financial services to all households and businesses regardless of income level, and enable them to use appropriate financial services effectively to improve their lives (CGAP, 2016). The efforts towards inclusive financial services address credit as well as savings, insurance and money transfer transactions. Mobile credit services are also indirectly addressed by the Maya Declaration, in which member states of the Alliance for Financial Inclusion (AFI) committed, among other things, to “create an enabling environment for cost effective access to financial services that makes full use of appropriate innovative technology and substantially lowers the unit cost of financial services”  (AFI, 2015).

In its efforts to advance financial inclusion in developing countries, AFI created three initiatives. For the Africa region, AFI created the African Mobile Phone Financial Services Policy Initiative (AMPI). This initiative is a framework for AFI members to determine “effective policy solutions for advancing financial inclusion across the African continent through cooperation among policymakers and regulators, private sector players, development partners as well as research institutions (AFI, 2013). The AMPI aims to drive “responsible uptake of the use of digital financial services (DFS) in Africa and to contribute to mutual learning and best practices” (AFI, 2013)
Tanzania, where this study is conducted, is a member state of the Alliance for Financial Inclusion (AFI). The Bank of Tanzania (BoT) is the country’s principal member of AFI. In alignment to the AFI efforts, Tanzania amended the Bank of Tanzania Act to give mandate to the Bank of Tanzania to “oversee and regulate non-bank entities in offering payment services” (Di Castri & Gidvani, 2014). The Bank of Tanzania decided to allow the industry to innovate first then developed regulations that had insights from practical experience of the industry (Di Castri & Gidvani, 2014)

The enabling environment in terms of effective policies and regulations for digital financial services forms one of three pillars on which the ‘financial inclusion’ in the African context finds its supporting base. Another pillar for financial inclusion in Africa is the supply side of the digital financial services.  Kendall, Machoka, Veniard, & Maurer (2011) observe that historically, when new network infrastructures emerged, they led to “waves of innovation” and have had a “profound effect on the economy”. For Sub-Sahara Africa, the emergence of mobile money is already spurring such “waves of innovation” and more importantly, attracting investment in integrating more and more services to mobile money systems, and providing access to mobile money service to more and more people. These investments go to the technology side of mobile financial services as a whole as well as the awareness campaigns and commissions that expand the mobile money agent networks (GSMA, 2015)

Over half of the world’s MNOs that provide mobile financial services are in Sub-Saharan Africa (GSMA, 2015). According to GSMA (2015), by the end of the year 2015, worldwide there were 45 operators that offered mobile credit service, 82% of these were in Sub-Saharan Africa.  The drive in creating enabling policies and regulations is thus getting matched by investments that fuel the supply side of mobile financial services. This addresses the second of the three pillars of the financial inclusion efforts in Africa.

In Tanzania, currently, there are five MNOs in the supply side of mobile financial services. Two MNOs have mobile credit service that is available to all their customers that meet eligibility criteria. One MNO has mobile credit service that is currently offered to selected customers. The offered services are M-Pawa which is a savings and credit service, offered by Vodacom in partnership with Commercial Bank of Africa (CBA); Timiza which is a credit service offered by Airtel Tanzania in partnership with JUMO and Nivushe which is a credit service offered by Tigo, also in partnership with JUMO  (Chhatpar, Juma, Pathak, & Killewo, 2016). Airtel also has mobile Village Community Bank (VICOBA) service offering savings and group loans in partnership with Maendeleo Bank.

Airtel’s Timiza credit service was launched in November 2014 and it offers up to TZS 500,000 in short term loans. Timiza loans are repayable in 7 to 28 days. Instant credit is available to all Airtel’s customers that are active for at least 3 months. The customer’s credit score is determined by an algorithm that looks at the prepaid account top-up history, call history and loan repayment history. Each time the customer repays a loan, his/her credit limit for the next loan is increased by one step. For first-time borrowers, the loan limit is between TZS 2,000 and TZS 10,000 depending on customer’s credit score that is calculated from airtime top-up history and usage in other mobile services.
	
Vodacom’s M-Pawa savings and credit service was launched in May 2014. It offers savings as low as TZS 1.00. Remaining balance generates interests, which is paid quarterly. Loan limit is between TZS 1,000 and TZS 500,000. Loans are also subject to individual credit score. Tigo’s Nivushe credit service was launched in March 2016. It offers loans starting at TZS 10,000. Tigo also offers insurance service called Bima Mkononi (Kiswahili for ‘Insurance in hand’)
	
The two pillars of financial inclusion in the African context are thus well established. The regulation and policy pillar draws learning from a global alliance, exploiting learning from around the world. The supply pillar benefits from strong partnerships between well-established financial institutions and far-reaching mobile network operators. The third pillar of financial inclusion in the African context is demand side of the mobile credit services. This is the focus of my study and is covered from the next section.

1.2  Statement of the Research Problem
Tanzania has established an enabling environment for the success of mobile money ecosystem. Two of the biggest mobile network operators, Airtel and Vodacom, have operated mobile credit services for over 2 years. The Tanzanian mobile money ecosystem is fast approaching that of Kenya, which is currently the world leader (Di Castri & Gidvani, 2014). Mobile credit service is available across the country to a work force of over 17.6 million people employed in agriculture and informal sector (NBS, 2014) as well as the formally employed, which are the minority. 
Although it is unknown what percentage of these people is aware of the existence of mobile credit service, the information about the possibility of instant loan without any paperwork should theoretically spread rapidly through word of mouth, social networks or SMS messaging; and attract a high number of loan takers.  However, despite the enabling environment and the drive from MNOs, both the uptake of mobile credit service and average loan size are still low. For example, according to JUMO website, the average loan size is about US$ 16, and the number of loans per day is around 20,600 (not all of these are disbursed in Tanzania). 

A 2016 comparison of mobile loans offered by different service providers in Sub-Saharan Africa shows that both Timiza and M-Pawa  are still on the lower side, with typical loan amounts of US$ 7 (M-Pawa) and US$10 (Timiza) whereas Mkopo Rahisi in Kenya  had typical amount of US$ 20 and Mjara in Ghana had US$26. All these services were launched in the same year, 2014 (CGAP, 2016). The same survey also reported that typical mobile loan sizes range from US$ 7 (M-Pawa in Tanzania) to US$ 125 (EcoCashLoan in Zimbabwe) (Hwang & Tellez, 2016). 

According to Airtel’s Timiza data, two indicators show underperformance of the mobile credit service:
i.	The number of loans disbursed in a day, as reported by automated monitoring systems, show that only around 14,000 loans are issued. To put this loan disbursement volume in perspective, consider that there are over 3.9 million registered Airtel Money subscribers (TCRA, 2016). This means, only 0.3% of potentially eligible subscribers take a Timiza loan per day. 
ii.	The average loan amount is also low. In August 2016, the average disbursed loan amount was around 33,000 (Airtel, 2016). This amount is only 6.6% of the maximum loan amount offered. 





The general objective of this research is to gain an understanding of the factors that are taken into consideration by informally employed people in Kinondoni district on whether to access mobile credit services.  

1.3.2	Specific Objectives
Specifically, this study aims at achieving the following objectives
i.	To identify the factors that informally employed people in Kinondoni district take into consideration in deciding to seek a loan. 
ii.	To determine which factors discourage informally employed people in Kinondoni district from taking up mobile credit.
iii.	To determine the characteristics of a loan service that would appeal to the informally employed.

1.4 Research Questions
This study aims to find out the answers to the following questions:
i.	What do informally employed people in Kinondoni district consider in choosing a formal credit service?
ii.	What challenges discourage informally employed people in Kinondoni district from taking mobile money loans?
iii.	What do the informally employed want in a mobile loan service?

1.5 Justification for the Importance of the Study
This research reveals the characteristics of the ‘ideal’ micro credit service for the target population. This information can help MNOs to review and fine-tune the offered mobile loans to be as close to customer’s needs as possible. I expect that if customers find the available loans and their terms to be addressing their needs, they will be more likely to use the service; hence this study will have helped to build the third pillar of inclusive financial services in the African context. I also expect that by scaling up this research to be nationally representative, MNOs and other players in the microfinance industry in Tanzania can develop better services that are useful and more appealing to the poor. With insights from a scaled-up version of this study, the joint effort of mobile network operators and microfinance institutions can make a significant difference in increasing financial inclusion of low-income Tanzanians

1.6 Organization of the Report






In this chapter I present the key concepts that are used in my study. I then proceed to review supporting theories on consumption and borrowing behavior. The chapter also presents and analyzes similar empirical studies on the demand for micro credit services 

2.2 Conceptual Definitions
2.2.1 What is “Mobile Credit Service”?
The GSM Association (or GSMA) describes “mobile credit and savings” as   services that “use the mobile phone to provide credit and/or savings services to the underserved” (Shulist, 2014). When a customer’s request for mobile credit is successful, the loan amount is deposited into the user’s mobile money account. This means that the customer can then carry out any transaction such as withdraw (or cash out), Person-to Person (P2P) money transfer or making mobile payments such as utility bills etc.  Mobile credit is therefore different from airtime loan, which the customer receives as pre-paid account top-up that can only be used to make phone calls or send short text messages.

2.2.2 	What is “Mobile Credit Uptake”?
Uptake is defined by Oxford English dictionary as “the action of taking up or making use of something that is available” (Oxford Living Dictionaries, 2017). By this definition, ‘mobile credit uptake’ can therefore be defined as the action of making use of mobile credit service. According to Otero (1999), microfinance is the “provision of financial services to low-income, poor, and very poor self-employed people”. Karlan, Morduch, & Mullainathan (2010) write that there are three different types of measurements for microfinance uptake rates.  However, as per Otero’s (1999) definition, microfinance provides service to “low-income, poor, and very poor self-employed people” whereas mobile credit service is provided to eligible mobile money users (About Timiza (2017),  Welcome to M-Pawa (2017), Shwari & KCB M-PESA (2017)). 

Eligible mobile money users often are customers that have used the MNO’s services for at least a defined minimum period. This means that it is possible to exclude some customers that do fit the targeting criteria for microfinance institutions until they meet the eligibility criteria for mobile credit. The three measurement methods, described in table 2-1, will therefore be inaccurate for measuring mobile credit uptake. An accurate measure of mobile credit uptake will take a ratio of number of clients of mobile credit for a particular MNO to the number of registered mobile money users who have maintained active usage of MNO’s services for at least the minimum eligibility period.

Table 2.1: Measuring Uptake in Traditional Microfinance
S/N	Method name	Measurement Description
1	population-based aggregate estimates	Ratio of number of clients of a particular microfinance institution to total census-based population in its serving area. Also known as “penetration rate”  (Karlan, Morduch, & Mullainathan, 2010)
2	general household surveys of a population	Done through general purpose surveys such as World Bank’s Living Standards Measurement Surveys, which captures detailed information such as participation financial portfolio. (ibid.)
3	Analyses of specific products or services	Controlled experiments in which carefully designed marketing is used to measure take up of a product or service. (ibid.)
Source: Researcher (2017)
Considering that the ‘minimum eligibility period’ varies from one MNO to another, I will define mobile credit uptake as: Ratio of number of customers of mobile credit service of a particular MNO to the number of registered mobile money customers of the MNO

2.3 Theoretical Literature
A social theory is “a system of interconnected ideas that condenses and organizes the knowledge about the social world and explains how it works” (Neuman, 2014). There are a number of theories that can be applied to the study of loan uptake.  These theories can be thought of to be in two groups: 
i.	Theories that explain the customer’s need for borrowing. These theories can explain customer’s apparent lack of interest in taking-up mobile loans and/or why customers borrow mostly small amounts compared to the service’s maximum limit. Under this group we have theories of consumption, like the Life-Cycle Theory of Consumption and the Permanent Income Theory of Consumption (Guru, n.d)
ii.	Theories that can explain why customers who try the mobile loans service stop using it after one or only a few loan cycles. These are theories that explain customer (dis)satisfaction, which leads to discontinued use of the service. They include, the Assimilation Theory, the Contrast Theory, the Assimilation-Contrast and Dissonance Theory (Danijela, Jasminka, & Srecko, 2015; Isac & Rusu, 2014)

In addition to these theories, there are religions such as Islam; whose principles forbid charging of interest to loans (El-Gamal, 2000). This does not fall under the description of “theories” but rather under “Principles”. The potential influence of religion will therefore not be discussed under this theoretical literature. However, it will be considered later in this study. 

2.3.1 Life Cycle Theory
The Life-cycle Theory was developed by Franco Modigliani and Richard Brumberg in early 1950’s (Deaton, 2005). The life-cycle theory says that “consumers who wish to smooth consumption would prefer to borrow during the early low-income years, repay those loans and build up wealth during the high-income years, then spend off the accrued savings during retirement” (Parker, 2010). The life-cycle theory can be used to predict the market segment and give a possible explanation on why loan take-up is low and why the average loan amount is also low. If consumers borrow mostly during early low-income years as predicted by the life-cycle theory, and considering that ‘early years are low-income years’ (Saez, 2016; Aziz, Gemmell, & Laws, 2013); then empirical data will show that majority of the borrowers are under the age of 35 years.  If this turns out to be the case, the life-cycle theory will have predicted one characteristic of the target market segment (by age) and thus contributing to reduce the knowledge gap. It will also have explained why the average loan amount is low.

Considering that mobile money loans are short term (1 to 4 weeks in Tanzanian MNOs), empirical data is necessary to confirm if life cycle theory holds true for this short term and the small amounts involved.  Fuhrer (1992) observed that the life cycle theory does not explain the “short term movement in aggregate consumption”. Consumers do not change their spending/consumption behavior in response to a change in income that they know to be only temporary (Parker, 2010) 

This means a short term loan such as mobile money loans offered in Tanzania will not change the taker’s consumption behavior due to their temporary nature. On the other hand, if the loans were to be repeated over and over again, the interest costs will affect the customer’s income and thus necessitate a change in her consumption behavior to accommodate it or force the customer to stop using the mobile loans service. This may be a possible cause for low take-up and low average loan amount in the sense that customers may be finding the cost of repeated loan take-ups to be of significant impact to their income in the long run. It also means that if customers find repeated take-ups to be costly, the average loan amount will stay low simply because it requires several successful repetitions to improve the credit score.

2.3.2 	Permanent Income Hypothesis
The life-cycle theory considers consumption and income over a finite lifetime. In a variation of this theory, Friedman (1957; as cited by Parker, 2010) considers consumption and income over an indefinite lifetime. Friedman (1957) called his hypothesis the ‘Permanent Income Hypothesis’. The Permanent Income Hypothesis says that “Households will plan to spend in an average period a fraction (equal to one or slightly less) of their average lifetime income” (Parker, 2010).  This means smoothing consumption aims at bringing the consumption level close to this amount. This hypothesis therefore, offers a possible explanation on why the average loan amount is still low. According to the Permanent Income Hypothesis, people only borrow enough to cover the income drop from their average lifetime income. However, this interpretation applies only to loans that are intended for smoothening consumption. Investment loans cannot be explained by the Permanent Income Hypothesis. 





iv.	Assistance from family and friends

In Tanzania as it is for many Sub-Saharan countries, savings and insurance are known to be under-developed, hence the drive towards financial inclusion. This leaves two possible competing sources of consumption smoothing that may also explain low take-up of mobile loans. The life-cycle theory and Permanent Income Hypothesis offer plausible explanations to the phenomenon under study, however; both do not take into account the technology involved in applying for, disbursement and repayment of loans.

2.3.3 	Contrast Theory
This theory was first introduced in 1957 by Hovland, Harvey and Sherif (Isac & Rusu, 2014). According to Dawes, Singer, & Lemons (1972), contrast theory “refers to an individual's tendency to exaggerate the discrepancy between his own attitudes and the attitudes represented by opinion statements endorsed by people with opposing views”. According to this theory, “any discrepancy of experience from expectations will be exaggerated in the direction of discrepancy” (Isac & Rusu, 2014). This means customers’ rating of the performance of a product or service will be worse than the actual performance when it fails to meet their expectations. Similarly, customers will rate a product or service performance better than actual when the performance meets their expectation.

Isac and Rusu (2014) also assert that if a firm promises high product or service performance through advertising and customers experience marginally less than advertised, the product or service will be rejected as completely unsatisfactory. Also, promising less in adverts and delivering more in actual product or service will result in exaggeration in favor of the product or service. The contrast theory can be applied to the present study to aid in in understanding why customers stop using mobile credit service, which is indicated by the low average loan amount. MNOs promise that customers will be able to borrow up to TZS 500,000, 

However, to qualify for this loan amount, a customer must go through a number of loan cycles. The exact number of necessary loan cycles is unknown to the customer. It is possible that the high promised loan amount (customer’s expectation of the service) and the low actual loan amount offered to customers on the second, third or fourth loan cycles (actual performance of the service) leave the customer with the contrast effect. According to the Contrast Theory, the design of the mobile credit service is bound to leave the customer with the impression that the service is poorer than it actually is.

Combining both the life-cycle theory and the contrast theory, it follows that customers who are past their early, low-income years are likely to be most unsatisfied with the mobile credit service in its current design in Tanzania. This is because customers in this market segment have higher incomes, thus they can probably afford the maximum loan, but despite the advertised promise of TZS 500,000, they will need to take multiple tiny loans that do not have utility for them before they can borrow the maximum amount. This must leave them dissatisfied and as per the contrast theory; will find the service to be extremely unsatisfactory.

2.3.4 Assimilation Theory
The contrast theory is closely related to the Assimilation theory and the Assimilation-Contrast theory. As opposed to Contrast theory, Assimilation theory says that “consumers  try  to  avoid  dissonance  by  adjusting  their  perceptions  of  a  certain product, in order to bring it closer to their expectations”  (Isac & Rusu, 2014). This minimization of the discrepancy between expectation and actual performance is an exact opposite to contrast theory. If loan customers adjust their expectations from mobile credit service, they may believe that mobile credit services only offer tiny loan amounts, far less than the advertised maximum limit. They may therefore ‘give up’ and accept that they can never get the amount they desire from mobile credit services. The effect of this ‘giving up’ is that the average loan amount stays low and loan take-up also stays low.

The Assimilation-Contrast theory, on the other hand; combines both Assimilation and Contrast theories into one. The assimilation-contrast theory says customers will adjust their perceptions of the actual product or service performance to match it to their expectations if the variance is small. However, large variance between actual performance and expectations will cause customers to perceive the performance worse than it actually is (Anderson, 1873). In this scenario as well, mobile loan take-up and average loan amount stay low either because customers give up trying to get the loan amount they need or they find the service to be extremely unsatisfactory and they seek better options.

2.3.5 	Cognitive Dissonance Theory
As the original variation of the Assimilation Theory, the Dissonance Theory (or Cognitive Dissonance Theory) posits that consumers of any particular product “make some kind of cognitive comparison between expectations about the product and the perceived product performance” (Clinton & Wellington, 2013). Clinton & Wellington argue that when there is a discrepancy between the expected performance and the perceived (post-usage) performance, a mental discomfort (a cognitive dissonance) occurs. According to the Cognitive Dissonance Theory, it is possible that mobile credit users do experience this cognitive dissonance when they find that the next offered loan amount is still far from the expected maximum loan amount that MNOs advertize. Considering that they have borrowed at a significantly high interest and probably repaid their loans in time and; it is quite possible that they will get mental discomfort in seeing that the next available loan amount is still by far lower than their desired loan amount. These customers may therefore react to reduce the dissonance by avoiding repeated use of the service hence the observed low average loan amount. 

2.4 Empirical Analysis 
To the best of my knowledge, literature on empirical studies on demand for mobile money - based microcredit is still quite thin. In this study, I will relate results of empirical studies done on both traditional and mobile-money based microcredit.

2.4.1 General Studies 
According to MIX market (2014) report, as cited by Microfinance Barometer 7th Edition (2016), there was at least 111.7 million borrowers, with micro-loans totaling 87.1billion US Dollars. Despite these seemingly impressive numbers, empirical studies paint a different picture of the demand for microcredit. In a 2002 survey of 1438 households in six provinces in Indonesia, Johnston & Morduch, (2007) found that about 50% of poor-but-creditworthy households are averse to taking loans. These households do not seek credit. Only a quarter of the credit-worthy poor households had taken a loan within the past 3.5 years.

In a survey of 17,000 microenterprises in Ecuador, Magill and Meyer (2005) as cited by Chaleunsinh, Fujita, Mieno, & Ono (2011); found that only 1 out of 6 microenterprises asked for a loan in the past 12 months. Navajas and Tejerina (2006) as cited by Chaleunsinh, Fujita, Mieno, & Ono (2011) report that only 20% of household businesses in Ecuador, Guatemala, Nicaragua, Panama, and the Dominican Republic applied for a loan. Another important finding is from a randomized control trial (RCT) conducted in Mongolia from 2008 to 2009. In this experiment, Attanasio et Al,; (2011) found that loan take-up was higher for group lending than individual lending. In group lending, loan take up was 57% while that of individual lending was 50%.

Out of the all the women in treatment group who did not receive a loan, Attanasio et Al (2011) found that 51% never actually applied for a loan. Attanasio et Al (2011) also found that 47% of the non-borrowers (who had actually applied for a loan) refused the offer, citing the following reasons:
i.	Loan amount was too small
ii.	Interest rate was too high
iii.	Unsuitable repayment schedule

Evidence from Compartamos Banco in Mexico (Karlan & Zinman, 2013) show that reduction in interest rates results in substantial numbers of new borrowers. Karlan & Zinman (2013) also found that the increase in new borrowers is independent of income or level of education. 

2.4.2 	Studies in African Countries
An interesting finding by Ssonko & Nakayaga (c.2014) in a Ugandan district identified the following factors as influential to the increase in probability of a farmer to demand credit:
i.	proximity to credit facility, 
ii.	easier application procedures, 
iii.	membership to farmers’ association

The hassle-free electronic nature of mobile loan delivery addresses the first two points. The credit facility is the applicant’s own mobile phone. Loan application is as easy as subscribing to any available mobile service packages that the applicant uses on daily basis. If membership to farmers’ association – or any association for that matter – is applicable, it may suggest use of group-lending approach.
Another interesting finding comes from rural Ghana where Bendig, Giesbert, & Steiner (2008) found that 164 out of 350 surveyed households had never used any formal financial service in the past 5 years. Bendig, Giesbert and Steiner (2008) also found that only 1 out of the 350 households used credit only within the past 5 years.  On the other hand, during the same period; 84 out of 350 households had used credit service as well as savings, insurance or both. Bendig, Giesbert and Steiner (2008) also report that half of the surveyed households had used formal savings service with or without credit, insurance or both. If applicable to the case of Tanzania, MNOs may improve mobile loan take-up by promoting savings and introducing insurance services!

In Kenya, Atieno (1997) found that in Nakuru district the terms and conditions of lending institutions had a negative influence to farmer’s demand for credit. This included “elaborate application procedures, document processing, application fees and transportation costs”. These non-interest costs “effectively discouraged farmers from seeking such credit” (Atieno, 1997). Again, relating this to mobile credit service, such procedures do not currently exist. However, it is important to consider the solution to the low take-up problem that is the subject of this study does not introduce them.

In a study of the mobile savings and credit services of the leading mobile money operator in Kenya, Safaricom; the number of savings accounts in their M-Shwari service stood at 9.2 million  (Cook & McKay, 2015). However, Cook and McKay (2015) also reported that these accounts corresponded to only 7.2 million unique customers. Furthermore, Cook and McKay (2015) reported that only 4.7 million of these accounts were active in the past 90 days. The total number of unique borrowers since launch was 2.8 million, however only 1.8 million unique borrowers were active since December 2014 (Cook & McKay, 2015). Cook and McKay (2015) also report that customers find the loan repayment period to be too short and loan amount limit to be too low.

2.4.3 	Empirical Studies in Tanzania
Although the mobile money loans industry is still in its infancy and research on the subject has yet to catch up, Tanzania has at least two published researches that gives some insights on the rural market. The first study focused on Vodacom’s M-Pawa service in rural areas, and the second one attempted a behavioral segmentation of smallholder farmers in order to model their financial needs in terms of services and their own capabilities (Chhatpar, Juma, Pathak, & Killewo, 2016). This study also reviewed the smallholder customer’s journey and proposed improvements to tailor mobile credit products to suit the identified modeled customer profiles (Chhatpar, Juma, Pathak, & Killewo, 2016).

In the study of Vodacom’s M-Pawa, published in July 2015, after 1 year of operation of the M-Pawa service. The study surveyed 400 M-Pawa customers in Dar es Salaam, Tanga and Mbeya regions; focusing in rural areas. The research found that 61% of customers subscribed to M-Pawa service in order to have a safe storage for their money (Zhou & Johnson, 2015). Zhou and Johnson (2015) also found that 12% of the surveyed customers subscribed to M-Pawa in order to earn interest on their savings and only 10% were motivated by the possibility of getting a loan. 
On the other hand, Zhou and Johnson (2015) report that customers:
i.	Have “limited understanding of M-Pawa product and general finance”
ii.	Want “Changes to existing features such as longer loan length, password protection, etc.”




Figure 2.1: Reasons for Selecting M-Pawa Loan Service
Source: Connected Farmer Alliance M-Pawa Field Research Findings (Zhou and Johnson, 2015)

Zhou and Johnson (2015) also present some findings on reasons for selecting M-Pawa loan as summarized in Figure 2-4. However, the significance of these reasons is questionable due to the fact that the survey was targeted to Vodacom users and further targeted to those who have subscribed to M-Pawa service. Considering the rural setting of the survey, it is unlikely that the respondents had any other loan service provider(s) to choose from. Zhou and Johnson (2015) also found that only 36% of the respondents had requested a loan.
A noteworthy finding of this survey is that the leading reason for applying for M-Pawa loans in the surveyed districts is investments (Zhou and Johnson, 2015). Investments contributed to 39% while curiosity contributed to 14%. This may indicate that loan take-up may increase if the upper limit is can suffice for bigger investments. 

2.5 Research Gaps Identified
The empirical study carried out on M-Pawa service offered by Vodacom Tanzania closely relates to the present study. This study however still does not address the important point that is of key interest: what discourages mobile users from requesting loans? The findings of Cook and McKay (2015) on M-Shwari service in Kenya as well as the findings of Attanasio et al (2011) also leave a gap in information. Loan customers complained about the loan amount and repayment period or schedule. It is not known what amount would be considered sufficient, and it is not known what repayment period will be perceived as sufficient or what schedule will suit the majority.

The findings of Karlan and Zinman (2013) in Compartamos Banco’s study showed that reduction in interest rates does attract new customers, however it is not known what interest rate(s) would attract the most customers yet still maintain profitability for the investor. Another gap in information is related to the customer feedback on low loan limits. Advancement through the credit limit levels depends on repayment history. The shortest trajectory towards the maximum loan limit but at lowest default risk is also unknown.
Finally, on the subject of low loan amount, the current practice is to calculate the initial loan limit based on usage history alone. However customers are not limited to have only one mobile phone number. TCRA (2016) reported that there were over 40 million subscriptions in Tanzania by December 2016 whereas the country’s population is estimated to be 52.4 million (CIA, 2016). 44% of this population is children aged 0-14 years (CIA, 2016) who are unlikely to own mobile phones. This means the 40 million subscriptions are distributed among 23 million people. 

It is therefore misleading to base the initial loan limit on estimation done solely on a customers’ usage within one network operator’s domain. This means the best entry-point loan offer amount remains unknown.  The identified knowledge gaps are all due to focus. The present study will therefore attempt to gather knowledge that helps fill these gaps.  

2.6 Conceptual Framework 
Figure 2-2 is a graphical representation of the dynamics of loan take-up. The bullet points in the rectangular boxes on the left hand side of the figure describe the different factors (or variables) that influence loan take-up. Loan take-up, therefore, has dependency on these factors. These factors are the independent variables, whereas loan take-up is the dependent variable. As seen in Figure 2-2, the independent variables can be grouped into three different scenarios. These scenarios are shown in the middle round-corner rectangles.


Figure 2.2: Visual Representation of the Problem

2.7 Theoretical Framework
Table 0.1: Variable Definitions
Scenario	Dependent Variable	Root Cause	Independent Variable	Description
1. Never Requested for a Loan	1. New Enrollment	1.1 Interest too high	Service Pricing	The cost that customer has to agree to incur for receiving the loan. Determined by operating costs, default risk and profit margin
		1.2 Unable to repay	Income level	User has low or no reliable income. 
		1.3 Debt averse	Debt Aversion	User is unwilling to take loans
		1.4 Has alternate loan source	Competition	Has subscribed to other credit service providers - formal or informal
		1.5 Does not need loan	Income level	user has middle or high income thus has no need for a loan
		1.6 Unregistered customer	Registration status	User is not registered therefore cannot access loan service. User must complete registration process in order to use mobile money and loan services
		1.7 Religious beliefs	Religion	User’s religion forbids interest-bearing loans
		1.8 Unaware of service	awareness	Lack of knowledge about existence of service or what it offers
		1.9 Service failed when attempted	MNO technical failure	Failure caused by malfunction of mobile phone or mobile network
2. Requested for a loan but rejected offer	1. New Enrolment	2.1 Interest too high	Service Pricing	Same as 1.1
		2.2 Repayment period too short	Terms and conditions	repayment period does not suit customer's cash flow
		2.3 Amount too low	Terms and conditions	Offered amount too low to meet customers’ needs
		2.4 Unsuitable loan offers	Loan offer structure	Rigid offers not meeting customer's needs
3. Tried it but was unsatisfied with offer	1.New Enrolment2.Customer exit	3.1 Next loan offer too low	terms and conditions	same as 2.4
		3.2 Interest too high	interest rate	Same as 1.1
		3.3 Availed better alternative	Served by competition	Has subscribed to other credit service providers - formal or informal
Source: Researcher (2017)

2.8 Statement of Hypotheses
In this study, I have the following three hypotheses
i.	Customers are discouraged from taking loans by the high Interest rates
ii.	Customers are discouraged from taking loans by the short loan repayment period
iii.	Customers are discouraged by the small amount offered to new borrowers

2.9 Summary
The emergence of mobile money has changed and continues to change the way Tanzanians make financial transactions. The literature, though still thin, indicates that rural Tanzanians demand mobile micro saving services. Literature has also shown that rural Tanzanians seek mobile credit services for investing purposes. Demand indication notwithstanding, literature also pointed out the potential root causes behind the observed low take-up of mobile money credit services. These root causes are similar to the causes behind the low take-up of traditional microcredit services. Mobile money credit has solved some of the challenges that affects take-up of traditional microcredit service (like loan application process, transaction costs in applying for credit, administrative costs etc.). However, as literature has also shown, new challenges have emerged: 
i.	User’s learning curve in adapting to the new technology of acquiring credit.
ii.	Only individual loans available (so far) for some MNOs, whereas literature has shown higher take-up in group loans.







In this chapter, I present the research design that I used in my study. The chapter is organized as follows: Section 3.2 presents the chosen research design, population and area then gives justification for it. In section 3.3 I present my chosen sampling design and its justification. Section 3.4 shows the study data requirements and their sources. Section 3.5 covers method of- and location for data collection. Section 3.6 presents strategy for data processing and analysis and the last section presents expected results.

3.2 Research Strategies 
A research approach in which the aim is to depict “an accurate profile of persons, events or Situations” is known as a descriptive study (Robson, c.2002; as cited by Saunders, Lewis & Thornhill; 2009).  A descriptive research can either be cross-sectional or longitudinal study. Cross-sectional studies capture a snapshot at a single point in time. Longitudinal studies on the other hand capture a series of snapshots, making it possible to establish trends. This research was a cross-sectional pilot study, expected to be followed by a nationally representative one at a later date. It was therefore limited by both time and cost. If and when stakeholders wish to get a more accurate picture of the mobile credit market across the country, a wider version of this study can be conducted by altering the sample selection. 

3.2.1 Survey Population 
In this study, enumerators surveyed some business areas in Kinondoni district where many informally employed people can be found. The survey targeted flea markets, kiosks, shops, informal transportation, formal market places and any other informal business found in and around these business areas. Considering that mobile credit service is available only to registered users of mobile money, only people who own a mobile phone were interviewed. These people were found by visiting randomly selected businesses in Kinondoni district. 

3.2.2	Area of the Survey 
The chosen area (Kinondoni district, in Dar es Salaam Region; Tanzania) is in urban setting. According to 2012 census reported by the National Bureau of Statistics (NBS), Kinondoni district had a population of 1,775,049; which was the highest population among the three districts of Dar es Salaam city (NBS, 2014). Kinondoni district contributes 41.8% to the total labor force (people of age 15 – 59 years) of Dar es Salaam region. Using NBS’s projected annual growth rate of 2.7% from 2012; Kinondoni is estimated to have 383,446 informally employed people in 2016.

3.3	Sampling Design and Procedures 
The target population of this research, (informally employed people in Kinondoni district in Dar es Salaam region; Tanzania) is largely concentrated in geographically separated business clusters.  These clusters are located in Mwananyamala, Makumbusho, Mikocheni, Msasani, Mwenge, Kawe, Mbezi beach, Goba, Tegeta, Boko and Bunju. It is worth noting that areas that has (or had) city bus terminals have the highest concentration of small businesses. These areas also have flea-markets and/or food stuffs and groceries. There are of course a significant number of similar businesses in residential areas.
The sampling frame chosen is made up of business areas where there is a flea-market. This choice was expected to give widest diversity in types of business that employ the individual sampling units. This narrowed the target to Mwananyamala, Mwenge, Kawe and Tegeta areas. All the sampling frame areas have a flea-market as well as regular food stuffs/groceries marketplaces. According to the 2012 National Survey, the working-age population in Kinondoni district was 1,208,828; and that of Dar es Salaam was 2,893,355 (NBS, 2013). And the annual growth rate was 2.7%. Assuming this annual growth rate is constant; this population grows to 1,344,765 for Kinondoni; and 3,218,722 for Dar es Salaam in 2016. Kinondoni district therefore constitutes 41.8% of Dar es Salaam working-age population. 

The Integrated Labor Force Survey (ILFS) report of 2014 shows that the informal sector employs a total of 28.5% of Dar es Salaam working-age population (NBS, 2014). Assuming this percentage remains the same, in 2016, the number of informally employed persons in Dar es Salaam is estimated to be 917,336. Again, by the same percentage; Kinondoni district is estimated to have 41.8% of 917,336; that is 383,446 persons employed in the informal sector.

According to Central Limit Theorem, sample size of at least 30 (Mordkoff, 2016;  Urdan, 2010) is required to achieve normal distribution. Allowing for errors in data collection and limited by budget, I targeted (and achieved) to interview 40 people in each cluster. In each cluster, the 40 interviewees were selected by using simple random sampling. To achieve the simple random sampling, enumerators walked along one side of the street/alleyway, interviewing every nth business on that side of the street/alleyway. At the end of the street/alleyway; enumerators repeated the same approach for the other side of the street. In total; 160 people were interviewed. At a confidence level of 99%, this sample size has a margin of error of 10.18%.

3.4 Variables and Measurement Procedures 
In the survey, the following information was captured in order to yield a better understanding of the needs and/or perspectives of different demographic groups: Table 3-1 lists the key variables collected for the purpose of describing the sample and identify any demographics-related patterns in borrowing behaviors. All variables were measured either through direct observation by the enumerator or by interviewing the respondent.

Table 4.1: Demographic Variables to describe the Target Population
S/n	Demographic variable	Rationale
1	Gender	Are there are any gender-based differences in borrowing behavior? 
2	Age	Understanding whether there are any age-based differences in borrowing behavior
3	Marital status	Do spouses influence their partner’s decision making related to credit?  
4	Occupation/type of business	Is there any pattern of borrowing behavior based on occupation/type of business?
5	Level of education	Is level of education contributing to awareness and understanding of mobile credit services?
6	Religion	Do people shy away from interest-bearing loans due to their religious morals?
Source: Researcher (2017)

3.5 	Methods of Data Collection 
This study was a quantitative one. However, in order to capture information that explains the interviewees’ motivation for a specific choice or standing, I used semi-structured questionnaires so as to record narratives that clarify the responses. The additional narratives aided the analysis and interpretation of the statistical data. Electronic questionnaires created using Google Forms were used; the enumerators used smartphones to capture interviewee’s responses. This enabled data collection and data entry to be combined into one process. Considering that the objectives of this study are to find out the user’s perspectives and motivation, the questionnaire was the only method of data collection. To my best knowledge, there is no other known data source that can be used to collect such user-specific data for triangulation purposes.

3.6 Data processing and Analysis 
The collected data in its raw format is in clear readable language, exported from Google Forms into a spreadsheet. These responses were first coded into numerical values so that a statistical package could be used for further processing. According to Zikmund (2003), descriptive data analysis is “The transformation of raw data into a form that will make them easy to understand and interpret; rearranging, ordering, and manipulating data to generate descriptive information” In my study, I used descriptive data analysis to extract information from the collected quantitative data. I carried out the various manipulations with the aid of MS Excel and SPSS 17.0. 

To analyze the qualitative data collected using the unstructured questions, I first translated the response from Kiswahili (which is the language used in the interviews) into English. I then summarized the responses into categories and used MS Excel to count the frequencies for each category. I then plotted frequency charts. 

CHAPTER FOUR
4.0 FINDINGS, ANALYSIS AND DISCUSSION
4.1 Response Rate and Sample Characteristics
4.1.1 	Response Rate
In the research design, I had targeted to interview 40 respondents in each of the four selected areas. In two of these four areas (Kawe and Tegeta), response rate was 100% while in Mwenge the response rate was 97.5%. To achieve the target of 160, one more respondent was interviewed in Mwananyamala; thus making Mwananyamala’s response rate 102.5%. Table 4.1 summarizes the response rate.








Source: Researcher’s Field Data (2017)

4.1.2 	Respondent’s Gender
During the survey, the enumerators recorded the respondent’s gender from their own direct observations of the respondent’s physical appearance. Overall, 58.75% of the respondents were male and 41.25% were female. Table 4-2 summarizes the gender distribution. This gender distribution shows an imbalance. According to NBS (2014), the gender distribution of working-age adults in Kinondoni district is 47.76% male and 52.24% female.





Source: Researcher’s Field Data (2017)

4.1.3 	Respondent’s Age
Enumerators also recorded respondents’ age by asking them about their age. More than half of all the respondents were of ages between 25 and 34. Table 4-3 shows respondents distribution by age and gender.

Table 4.3: Respondent’s Age Distribution
 	 	Gender	Total	Percent
 	 	Female	Male		






Source: Researcher’s Field Data (2017)

4.1.4 	Respondent’s Level of Education
The respondents were also asked to tell their highest level of education that they reached. The survey found that the majority of the respondents had completed primary education or ordinary-level secondary education. 37.5% of the respondents have primary education while 39.4% have completed ordinary level secondary education. Table 4-4 summarizes the results.
Table 4.4: Respondents’ Level of Education
 	 	Gender	Total	Percent
 	 	Female	Male		









Source: Researcher’s Field Data (2017)

It can be seen from these results that women account for 57% (16 out of 28) of respondents who have reached a professional level of education (vocational education or higher).  Overall, women account for 8.13% (13 out of 160) of the individuals that are trained in some profession at diploma level or higher, while men account for 3.13% (5 out of 160)

4.1.5 	Respondent’s Marital Status and Family Size









Source: Researcher’s Field Data (2017)
Respondents were also asked about their marital statuses and number of dependents that live with them. Table 4.5 summarizes the findings on marital statuses while Table 4.6 summarizes family sizes. A total of 43.75% (70 out of 160) of the respondents are either married or living with a partner (co-habiting).

Table 4.6: Respondent’s Family Size Distribution
 	 	Gender	Total	Percent
 	 	Female	Male		





	More than 4 dependents	4	5	9	5.63%
Total	66	94	160	100.00%
Source: Researcher’s Field Data (2017)

4.1.6 	Respondent’s Religion Distribution
Respondents were also asked about their religious beliefs. The survey found that 98.7% of the respondents were either Christians or Muslims, with Christians accounting for 55.6%. Table 4.7 summarizes this distribution.








Source: Researcher’s Field Data (2017)
4.1.7 	Respondent’s MNO Subscriptions and Use of Mobile Money Service
In order to receive a mobile loan, one must be using mobile money service available in his/her service provider’s range of services. Table 4.8 shows distribution of respondents based on use of mobile money service. Respondents were found to be using one, two or 3 mobile money services. The distribution of respondents by use of mobile money services therefore treats their respective primary, secondary and tertiary MNOs separately. Table 4.8 shows that more than 70% of respondents use mobile money services.

Table 4.8: Respondent Distribution by Use of Mobile Money Services
		Female	Male	Total
Do you use your primary MNO for Mobile Money services?	No	16	31	47
	Yes	50	63	113
	Total	66	94	160
	Percent using Mobile Money	31.3%	39.4%	70.6%




	Percent using Mobile Money	15.6%	20.6%	36.3%




	Percent using Mobile Money	1.3%	2.5%	3.8%
Source: Researcher’s Field Data (2017)

The study also found that 99.4% of respondents are registered to use mobile money services. Table 4-9 summarizes the findings on registration status of the respondents.






Airtel Money, Halo-Pesa, M-Pesa	0	1	1
Airtel Money, Halo-Pesa, Tigo-Pesa	2	2	4
Airtel Money, M-Pesa	0	3	3








Source: Researcher’s Field Data (2017)

These findings show that almost all respondents are already registered to use mobile money services. Registration status is therefore not a contributing factor to the low mobile loan uptake.

4.1.8	Respondent’s Age on Service Provider’s Network
Another factor that determines eligibility to use mobile credit service is the user’s age on respective service provider’s network. Table 4-10 shows respondent distribution by age on service provider network. The distribution is grouped by respondent’s own ranking of MNO as primary, secondary or tertiary. Table 4.9 shows that nearly 100% of all respondents have been with their primary MNO for longer than 6 months. This qualifies almost all respondents for mobile credit, if their service provider(s) offer it. This shows that age on network is also not a contributing factor to the low uptake of mobile credit.

Table 4.10: Respondents’ Age On Service Provider’s Network
 	 	Age on Mobile Network	Total










Source: Researcher’s Field Data (2017)
	
4.1.9	Respondent’s Distribution by MNO
The distribution of this target population among the mobile network operators is of key importance to this study. As stated in the introductory part of this study, so far, only 3 MNOs offer mobile credit service, two of which launched their credit service in 2014 and one launched in 2016. Figure 4.1 shows respondent distribution by their primary service providers.

The finding shows that competition on overall mobile services negatively affects the uptake of mobile credit services. The distribution of customers among the mobile network operators for this target population is highly uneven, with one MNO (Tigo) dominating the market by 81% of primary SIM. This MNO turns out to be the latest operator to launch mobile credit services. Tigo’s mobile credit service, Nivushe, is just over 1 year old, while Vodacom’s M-Pawa is 3 years old and Airtel’s Timiza is 2½ years old. This means for the majority of this target population, mobile credit service is still quite new to them simply because the MNO that they use the most has had a mobile credit service for the shortest period of the three available mobile credit services. 


Figure 4.1: Respondent Distribution by Primary MNO
Source: Researcher’s Field Data (2017)

4.1.10	Respondent’s Awareness of Mobile Credit Services
Respondents were asked whether they have heard of the three available mobile credit services. Enumerators took the precaution of asking only by the name of the service, without any indication what the service is about. The precaution was intended to avoid influencing the respondent’s answer. 31% of the respondents said they have never heard of any of the three mobile credit services. Figure 4.2 summarizes respondents’ awareness of the available mobile credit services.


Figure 4.2: Respondents' Awareness of Available Mobile Credit Services
Source: Researcher’s Field Data (2017)

Respondents were then asked to name the services that they knew how to use. Over 68% said they do not know how to use any of the services. Figure 4-3 summarizes these responses.


Figure 4.3: Respondents' Ability to Use Mobile Credit Services
Source: Researcher’s Field Data (2017)
It is seen here that Tigo’s mobile credit service (Nivushe) is least known by the studied population. This can be explained by the relatively shorter period of existence since its launch. In addition to awareness of mobile credit services and their use, respondents were also asked whether they knew any credit service that they can access. 81.9% said they do know of such a service.

4.2 Considerations in Choosing a Credit Service
Respondents were asked to explain (in their own words) what factors they take into consideration in choosing a formal credit service. Some responses were not about factors considered, but rather explanation of respondent’s usual behavior. Figure 4-4 summarizes these responses.


Figure 4.4: Factors Considered in Deciding to Take a Loan
Source: Researcher’s Field Data (2017)
4.2.1	Interest
The field data presented in Figure 4-4 shows that the target population is sensitive to the cost of borrowing. Interest rate is a factor that is considered by the highest percentage of the target population as compared to all other factors that the study uncovered.  Respondents also were asked to recall about their previous loans from four sources: Family and friends, Bank, Mobile Credit and SACCOS. Figure 4-5 shows that the highest number of borrowers in the target population get their loans from family and friends – where the interest is either zero or negotiable. This further supports the finding on price sensitivity presented in Figure 4.4.


Figure 4.5: Respondent borrowing History in the last 5 Years
Source: Researcher’s Field Data (2017)

From MNO perspective, this finding is of key importance. MNOs have control on the interest rate charged on the loans. If the price sensitivity observed in this target population is common to other population groups and/or other geographical areas, service providers can adjust the interest rate to suit the market needs. The experience of Banco Compartamos (Karlan & Zinman, 2013) has proven that it is possible to reduce interest rate without affecting profitability of the service, thus protecting service provider’s investment. This protection of service provider’s investment is necessary to ensure sustainability.	

4.2.2	Relationship with the Lender
Figure 4.4 shows that after interest rate, the next important consideration is the borrower’s relationship with the lender. This is also evidenced by the high percentage of borrowers who got their loans from family and friends. This consideration means that the business nature of mobile credit services may be alienating potential customers simply because it is a business and as a business, it lacks a social relationship with its customers. 

Informal lending on the other hand is based on trust that is built on social-economic cooperation among members of this target population, possibly as well as with people that are outside this population group. The commercial mobile credit services are basically competing against informal lending, which has existed for far longer than mobile credit services and serves as high as 40% of the target population in a year. This competition with informal lending also supports the findings on price sensitivity and may even be linked to it. For MNOs to effectively provide this service to a larger population, they must somehow create a relationship with their customers.

4.2.3	Ability to Repay
The study found that the third important consideration is ability to repay the loan with interest within the maximum repayment period of 28 days. This consideration is an important one to the MNOs because it indicates that customers do not intend to default on their loans. Customers do evaluate their cash flows before deciding to take a loan; it follows that the risk of default may be lower than MNOs estimate. For MNOs, customer’s ability to repay a loan can only be influenced by adjusting the interest rate that they charge for the loan. However, this will not change the customer’s ability to repay the principal amount borrowed. The study found that over 60% of respondents have a monthly income between TZS 130,000 and TZS 650,000. Table 4.11 summarizes the distribution of respondents’ daily total income.

Table 4.11: Respondents' Total Daily Income from all Sources
Daily income range	Frequency	Percent	Valid Percent	Cumulative Percent
TZS 0 - 5000	7	4.4	4.4	4.4
TZS 5,001 - 25,000	94	58.8	58.8	63.1
TZS 25,001 - 50,000	46	28.8	28.8	91.9
TZS 50,001 - 100,000	12	7.5	7.5	99.4
TZS 100,001 - 200,000	1	.6	.6	100.0
Total	160	100.0	100.0	
Source: Researcher’s Field Data (2017)

It is seen here that for over 63% of the respondents, the maximum loan amount offered by MNOs in Tanzania (TZS 500,000) is too much to repay within the maximum repayment period of 28 days.

4.2.4	Business Need
The fourth important factor that the informally employed consider in before seeking a loan is whether they have a business need for the loan. This indicates that the informally employed do consider using credit to finance their investments. For MNOs to influence this factor and improve mobile credit uptake by the informally employed, they need to tailor mobile loan products to suit investments that the informally employed want to undertake. MNO’s must therefore invest in studying the business needs of their potential credit customers from this population group.

4.2.5	Other Factors
The study revealed that there are other factors that may not be of high importance to warrant separate addressing; however it is necessary to appreciate that such factors do exist. These factors are: 
i.	Possibility of getting the right amount needed
ii.	Limitation on repayment period
iii.	‘terms and conditions’

4.3 Challenges that Discourage Credit Uptake
In an unstructured question, respondents were asked to explain what challenges they face in using mobile credit services. Only 8.5% of the respondents said they do not face any challenges at all. Figure 4.6 presents the findings.

4.3.1	Never tried it
When asked ‘what challenges do you face in requesting mobile credit?’ more than a third of the respondents said they have never tried to use any mobile credit service. This is not a challenge in using the service but it may be the cause of low awareness of the service mechanics. It may also be caused by the low awareness of the mobile credit services and their mechanics. This finding may also indicate that MNO’s awareness and marketing campaigns for mobile credit services are not effective for this target population.

Figure 4.6: Challenges Faced in Using Mobile Credit Service
Source: Researcher’s Field Data (2017)

4.3.2	Lack of understanding of the Service
The study revealed that the most important challenge that the target population face is lack of understanding of the mobile credit services. Table 4-4 showed that over 78% of respondents have only ordinary level secondary education or lower. This may indicate that the service mechanics are still too complex for this target population to understand. It may also indicate that the awareness and marketing campaigns that MNOs have put in place are poorly designed for educating this target population. It is worth noting that one respondent gave ‘eligibility’ as a challenge. However, this respondent has maintained use of one MNO for over 5 years which meets eligibility criteria for all MNOs. This indicates that some users do not fully understand the feedback they get for their attempts to use mobile credit services. It may also indicate that the service malfunctioned.
  
4.3.3	Loan Amount is too Low
Figure 4.6 also shows that a total of 13.94% of respondents expressed dissatisfaction with offered loan amounts. This dissatisfaction was expressed in two perspectives:
i.	Offered amount is too low
ii.	Long process to get to the amount that I need

Figure 4.7: Respondent's Annual Loan need
Source: Researcher’s Field Data (2017)


These two perspectives indicate that some users may be discouraged by the slow advancement towards the maximum loan amount. Although the maximum loan amount may be advertised in the marketing campaigns, to users, it may appear impossible to attain, simply due to the process of gaining that trust from MNOs. This is made more evident by the findings presented in Figure 4.7. Moreover this figure shows that for those who do take loans, majority (86.9% of borrowers) only need one or two loans per year. This means the long process of progressing through credit limits is simply unsuitable for most of the borrowers in the target population.

4.4 The Ideal Mobile Credit Service




iv.	Preferred loan disbursement method

4.4.1	Desired Loan Amount
On the subject of maximum loan amount, nearly half of the respondents said that it should be possible to borrow any amount using mobile money. This finding can be interpreted in two ways:
i.	The current maximum amount is fine because people do not care how much is available for mobile credit
ii.	MNO’s should not set a general maximum amount for mobile loans; people want the freedom to borrow any amount they desire

However, since only 4.4% of respondents said that it should be possible to borrow from TZS 1,000 to over TZS 2,000,000; the response “any amount” in this context fits to the first of the interpretations.  Figure 4.8 summarizes respondents’ answers.

Figure 4.8: Respondents Preferences on Maximum Loan Amount
Source: Researcher’s Field Data (2017)

Among the findings on challenges in using mobile credit services as presented in Figure 4.6 was “Amount too low”.  The interpretation that the current maximum amount is fine seems to be in conflict with the response “amount too low” However; the reader must remember that one does not automatically qualify for the maximum loan amount on the first try. In fact, the more savvy users pointed out that the process to get to the loan amount they need is too long. This means that users in the target population take the initial loan amounts to be the only available loan amount; hence they find it to be too low. They therefore wish to have access to any loan amount, not to be limited to the low initial loan amounts.

To address this perceived limitation, MNOs must review the borrower’s journey towards maximum loan amount. MNO’s can also modify the response messages on mobile credit services to explain to the user what she or he needs to do to be eligible for a milestone loan amount. The milestone amounts can be in steps of (say) 20% of the maximum loan amount. Respondents were also asked to estimate how many times per year do they need to borrow money. Figure 4.9 summarizes the findings for this question.

Figure 4.9: Respondents’ Average Annual need for Loans
Source: Researcher’s Field Data (2017)

It is seen here that for over 45% of the respondents (86.9% of borrowers), their annual need for credit is only once or twice. This means at their highly infrequent borrowing needs, majority of borrowers will take far too long (years) to progress towards the maximum loan amount if they borrow only when they need to. It is clearly necessary to fast-track the process of advancing eligible amounts towards the maximum loan amount.

4.4.2	Preferred Repayment Period
Respondents’ preferences in repayment period are captured in Figure 4.10. Over 45% of respondents said loans should be repayable in ‘any period’.

Figure 4.10: Respondents' Preference in Loan Repayment Period
Source: Researcher’s Field Data (2017)

This finding also has ambiguity, do people want open-ended mobile loans that are available through informal borrowing from family and friends or do they mean the repayment period does not matter to them? In view of the average total daily income figures presented in Table 4.11; this response must mean that people do indeed want open-ended loans. This preference can be explained by the low average daily income that is observed in the target population. It can also be explained by uncertainty of income flows in this target population. If MNO’s were to offer loans that are open-ended, they may quickly tie up their capital and fail to sustain the service. Therefore, since MNO’s cannot offer loans that are open-ended, the next popular option is repayment period of 3 to 6 months.

4.4.3	Lending Technology
Respondents were asked for their preferences in type of lending (group lending or individual lending). Majority of respondents (68%) prefer individual lending, whereas only 2.5% prefer group lending. Table 4.12 summarizes these findings. This finding shows that the lending technology that is currently most prevalent is not a contributing factor to the observed low uptake of mobile credit.

Table 4.12: Respondents' Preference in Lending Technology
	Frequency	Percent	Valid Percent	Cumulative Percent




Source: Researcher’s Field Data (2017)

4.4.4	Preferred Loan Disbursement Method
Respondents were asked what loan disbursement method they prefer. This question was aimed at discovering people’s expectations of how loans should be disbursed and repaid. The study found that nearly half (48.8%) of respondents prefer cash transaction. Table 4-13 presents the distribution of respondents’ loan disbursement preferences.

Table 4.13: Respondents' Preference in Loan Disbursement Method
	Frequency	Percent	Valid Percent	Cumulative Percent





Source: Researcher’s Field Data (2017)






5.0 CONCLUSIONS AND RECOMMENDATIONS
5.1 Conclusions
The present study has found that despite being in the market for over 3 years, mobile credit service is still widely unknown and its workings not understood by the majority of the informally employed in the studied district. The low awareness of the existence of the service and the lack of understanding of how the service works is an important factor that contributes to the low uptake of the service. The number of people who have heard of the mobile credit services is significantly larger than that of people who know how to use these services. This implies that the present awareness campaigns are stronger on brand awareness but weaker in product mechanics.

The second factor of key importance is price sensitivity. The effect of high interest rates is further be accentuated by the third important factor; also discovered by this study, namely informal lending. Mobile network operators (MNOs) are not only competing against each other in the market place, they are also competing against lenders who offer loans based on social relationship with the borrower. Such loans may bear very low to zero interest; with repayment period and loan terms being highly flexible. 

The fourth important factor is loan aversion. Loan aversion turned out to be an important factor; however this study did not seek to find out why. Based on the inconsistencies between answers of the same respondent on different questions about their preferences on (or dislike of) loans, it can be possible to influence this behavior by carefully designing the mobile credit services to be more friendly the borrower.

5.2 Recommendations
To address the awareness problem, MNOs and their partner financial institutions must rethink their advertising campaigns and come up with a strategy that educates mobile users on mobile credit services. Customers need to fully understand how the service works before they can trust it enough to consider it as a convenience worthy of its price. It is important to note that majority of this target population has basic education. The awareness campaign must take this into consideration and tailor the strategy for best results. MNOs can try out a number of approaches at once to learn which one works best; then scale up that method. An example approach can be exploiting their wide networks of mobile money agents and retailers to educate the people through direct interaction and demonstrations.

To address the price sensitivity problem, MNOs need to conduct Randomized Control Trial(s) and study how uptake changes with adjustment of interest rates. An RCT study will conclusively determine what price point is acceptable by the market yet does not negatively affect profitability of their businesses. In addition to taking these two proposed actions, MNOs need to cultivate and/or develop a culture of monitoring and evaluation; especially in their offered products and financial services. Monitoring and evaluation will help build their understanding of the customer’s needs and therefore equip them to design more customer-centric products and solutions. 

5.3 Suggestions for Further Research
The present study has revealed the underlying reasons behind low uptake of mobile credit services. It has not, however, explored the following areas:
i.	Reasons for loan aversion that is observed in this market segment
ii.	What price point will be considered reasonable and/or acceptable by the target market
iii.	What approach for awareness campaign will be effective in educating  this market segment on the features, benefits and use of mobile credit services
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Mobile Credit Services and Borrowing Behavior of Informally Employed People In Kinondoni District




















⃝	I don’t know my age
4.	What is the highest level of education that you have completed?
⃝	I have not completed any level
⃝	Primary education (Standard 7)
⃝	Ordinary level secondary education (Form 4)


















⃝	more than 4 dependents
⃝	No dependent







⃝	Shop (foodstuffs, building materials, clothing, pharmacy, motor sparesi)
⃝	Restaurant/bar
⃝	Kiosk (example: soft drinks, airtime vouchers, agents)
⃝	Transportation (example: Trolleys, rickshaw, town bus, taxi, truck etc)
⃝	Lishe (bites, lunch)
⃝	street vendor
⃝	skilled work (example: Welding, carpentry, masonry, mechanic, TV repair, Satellite dish, hair stylist, gardening etc.)
9.	Business ownership
⃝	I own this business
⃝	I am employed in this business
















	Not registered/ I don’t know










12.	How long have you used this network? Select the appropriate answer from the following list
⃝	0 to 6 months
⃝	6 months to 2 years
⃝	2 to 5 years
⃝	more than 5 years
13.	For which services do you use this operator?
	Making / receiving calls
	Sending / receiving SMS
	internet
	money transactions
	savings / safe storage for money
	loans
	rotating savings and credit association (ROSCA)










14.	How long have you used this second network? Select the appropriate answer from the following list
⃝	0 to 6 months
⃝	6 months to 2 years
⃝	2 to 5 years
⃝	more than 5 years
⃝	I use only one network
15.	For which services do you use your secondary operator?
	Making / receiving calls
	Sending / receiving SMS
	internet
	money transactions
	savings / safe storage for money
	loans
	rotating savings and credit association (ROSCA)
	I use only one network









⃝	I don’t use more than two networks

16.	How long have you used this third network? Select the appropriate answer from the following list
⃝	0 to 6 months
⃝	6 months to 2 years
⃝	2 to 5 years
⃝	more than 5 years
⃝	I don’t use more than two networks

17.	For which services do you use your third operator?
	Making / receiving calls
	Sending / receiving SMS
	internet
	money transactions
	savings / safe storage for money
	loans

	rotating savings and credit association (ROSCA)





18.	How many other sources of income do you have?
⃝	I don’t have any other income
⃝	I have one other source of income
⃝	I have two other sources of income
⃝	I have more than two other sources of income


















SECTION 3:	Loan history and selection of lender
This section collects information about respondent's loan history. Respondent is requested to give the number of loans she/he can remember




	I have never heard about any of these services





	I don’t know how to use any of these services

Do you know of any credit service that you can use?⃝	Yes
⃝	No































28.	On average, how many times per year do you need to borrow money?
⃝	I do not need
⃝	Once ot twice
⃝	2 to 5 times
⃝	More than 5 times

29.	Which loan disbursement method do you prefer?
⃝	Cash disbursement
⃝	Through a bank account
⃝	Through mobile money
⃝	I don’t like to borrow by any method

30.	Do you select a lender based on how the loan is disbursed to you?
⃝	Yes
⃝	No
⃝	I don't borrow at all

31.	Which type of lending do you prefer?
⃝	Group lending
⃝	Individual lending
⃝	I don't borrow at all

32.	Do you select a lender based on type of loans offered - that is group lending or individual lending?
⃝	Yes
⃝	No
⃝	I don't borrow at all

33.	What challenges do you face in requesting a loan through mobile credit services? Note to enumerator: Write down respondents' answer accurately and read it back to him/her to confirm if what you wrote is what s/he said.
__________________________________________________________________________________________________________________________________
34.	Do these challenges discourage you from using mobile credit services?
⃝	Yes
⃝	No
⃝	Not applicable because i don't borrow at all

SECTION 4:	Decision to use/not use credit service
35.	What factors do you consider before requesting for a loan? Note to enumerator: Write down respondents' answer accurately and read it back to him/her to confirm if what you wrote is what s/he said.
__________________________________________________________________________________________________________________________________________________________________________________________________




37.	What makes you dislike using mobile credit services? Note to enumerator: Write down respondents' answer accurately and read it back to him/her to confirm if what you wrote is what s/he said.
____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
What repayment period is suitable for you?⃝	1 to 4 weeks
⃝	Monthly payment for 3  to 6 months






















SECTION 5:	Rejecting a loan offer
Give reasons for rejecting the loan offer
47:	Why did you reject the offer?
⃝	The amount was too low for my needs
⃝	The amount was too high for my needs
⃝	Repayment period was too short
⃝	Repayment period was too long
⃝	Interest was too high
⃝	Loan terms and conditions contradict my religious beliefs





42.	Give reasons for this decision. Note to enumerator: Write down respondents' answer accurately and read it back to him/her to confirm if what you wrote is what s/he said.
____________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________






